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An ad hoc commission in El Salvador's Legislative Assembly, which was set up last June to review
measures to resolve accumulated debt still held by beneficiaries of the 1980s agrarian reform, is
now considering a series of proposals to either reduce or completely eliminate the debt. A 100%
pardon of the debt, which the leftist Frente Farabundo Marti para la Liberacion Nacional (FMLN)
is promoting, will likely be approved despite opposition by the governing Alianza Republicana
Nacionalista (ARENA) since most other parties also support the measure.
In May 1996, ARENA which then controlled the Legislative Assembly unilaterally approved a
law to pardon up to 70% of the accumulated debt held by small- and medium-sized farmers and
cooperatives. The beneficiaries of the law had either received land and credit under the agrarian-
reform laws of the 1980s or had benefitted from clauses in the 1992 peace accords that granted farm
parcels and loans to ex-war combatants (see NotiSur, 05/23/96).
The 1996 law, however, was opposed by most campesino organizations, the FMLN, and other
parties, who argued that the slate should be wiped completely clean with a 100% debt pardon
to pave the way for reactivation in the agricultural sector. Then, after ARENA lost control of the
Assembly in the April 1997 legislative elections, the FMLN and other parties vowed rapid action to
extend the 70% pardon to a 100% pardon (see NotiCen, 04/03/97 and 05/08/97).
Ad hoc commission formed to study the debt question
In mid-June, the Assembly voted to form an ad hoc commission, with representatives from all the
legislative parties, to study solutions to the accumulated debt and other measures to reactivate the
agriculture sector. Throughout July and August, however, the commission became bogged down
in a tedious effort to determine the exact amount of accumulated debt held by each of the five
state banks that control the outstanding loans: Banco de Fomento Agropecuario (BFA), Banco de
Tierras (BT), Instituto de Transformacion Agraria (ISTA), Fondo de Saneamiento y Fortalecimiento
Financiero (FOSAFFI), and the Federacion de Cajas de Credito (FEDECREDITO).
Confusion reigned regarding how much debt was actually pardoned as a result of the 1996 law,
in part because thousands of small debtors had their loans completely discharged by the banks
without their knowledge in response to a government decree to pardon 100% of all loans of 15,000
colones (US$1,706) or less. Following nearly two months of meetings with each of the banks, the ad
hoc commission reported that, although many small debtors benefitted from the 100% pardon while
larger debtors had up to 70% of their debts wiped away, the total outstanding debt held by the five
banks only dropped by 65% rather than 70%, from US$335.32 million US$117.6 million. Nearly 98%
of the outstanding debt is now held by just three of the five banks: US$51.1 million by ISTA, US$39.4
million by FOSAFFI, and US$24.2 million by the BFA. The BT accounts for only US$2.3 million, and
FEDECREDITO just US$637,000.
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With the amount of outstanding debt now resolved, in mid- September the commission finally
began debating how much of the remaining agricultural loans should be pardoned, as well as other
measures to stimulate agricultural production. The commission expects to send a bill to the full
legislature for approval by the end of September, at the latest.
Opposition parties united in favor of full debt pardon
Since the commission's creation, ARENA has been reluctant to accept even a minor increase in the
amount of debt to be pardoned, while lobbying vigorously against the FMLN proposal to completely
discharge all debts. ARENA argues that a complete debt pardon in the agricultural sector would
undermine business discipline and responsibility, encouraging other economic sectors to also seek a
discharge of debts.
In addition, the elimination of loan repayments would not necessarily mean that farmers would
gain access to new loans. "A 100% debt pardon would send a very bad signal to all of society," said
Orlando Arevalo, ARENA's representative on the commission. "Other groups would argue that
they, too, are incapable of repaying their loans, and they would demand a discharge. Moreover,
financial institutions would have serious doubts about the credibility of the agricultural sector,
which would undermine future access to credit."
Perhaps most important, the government argues that a complete pardon would be far too costly
for the government, forcing the state to make up for the loss with new taxes, among other things.
Nevertheless, the largest opposition parties the FMLN, the Partido de Conciliacion Nacional (PCN),
and the Partido Democrata Cristiana (PDC) are so far firmly united in their determination to grant a
complete debt pardon. Those three parties together control 45 of the Assembly's 84 seats, enough to
pass the bill with a simple majority. In an effort to lure the moderate PDC and the conservative PCN
away from the FMLN, on Sept. 19, ARENA offered a compromise in the commission.
Under ARENA's new proposal, outstanding loans of less than C50,000 (US$5,688) would be
completely pardoned, while a debt reduction possibly as high as 75% would be granted for
some loans above C50,000. That would automatically liquidate the tiny BT and FEDECREDITO,
because those are small-loan institutions, but a substantial percentage of the debt held by the three
remaining banks would not benefit. "Unlike the FMLN, I think the PDC and the PCN have not yet
made a firm decision," said Arevalo. "We're modifying our position a bit to allow them to modify
theirs." Nevertheless, both parties so far remain unmoved. "The PDC position is 100%," said Jorge
Barrera, the PDC's leader in the Assembly. "We want a total pardon of the debt."
Added Sigifredo Ochoa Perez of the PCN, "The agricultural sector is paralyzed. We are losing much
more than we gain by trying to recover a few colones. The government does not seem to understand
that people can't eat money or cars. They need rice, beans, and milk." Broad measures to reactivate
agriculture considered Meanwhile, in addition to the debt issue, the ad hoc commission is also
preparing a series of recommendations to include in the bill to reverse the downward trend in
agriculture, in decline since the early 1980s. According to a new study by the Camara Agropecuaria
y Agroindustrial (CAMAGRO), in 1996 agriculture and livestock represented only 13.4% of total
economic output, down from more than 25% in the late 1970s.
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In addition, during the past ten years, total land area under cultivation dropped by almost 12%,
greatly increasing the country's dependence on basic- grain imports. The study blames the decline
on both the civil war and on lackluster government policies to stimulate agriculture since the
war ended. Commission members say their recommendations will focus on three general areas:
measures to ease the terms of credit for farmers, proposals to eliminate intermediaries and improve
distribution networks, and efforts to increase the transfer of technology to the agricultural sector.
[Sources: Inforpress Centroamericana (Guatemala), 07/25/97; Prensa Grafica (El Salvador), 06/12/97,
06/13/97, 07/01/97, 07/03/97, 07/15/97, 07/17/97, 07/18/97, 07/23/97, 07/24/97, 08/08/97, 08/27/97,
08/28/97, 09/09/97, 09/15-17/97, 09/20/97, 09/22/97, 09/24/97]
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